- The Year in Revie 


Reserves rise to 7.5 million boe — 


1atural gas 


Production tops 1,600 boe per day 


Sales Production 


2,000 
boepd 6:1 


Net Asset Value 


($000) $/share 
80,000 8.00 


Reserves 


8,000 


mboe 6:1 


HIGHLIGHTS 


Year ended December 31 
FINANCIAL 
($M except per share) 
Gross Revenue 
Cash Flow From Operations 
Per Share 
Net Earnings 
Per Share 
Capital Expenditures 
Bank Debt 
Shareholders’ Equity 


Shares Outstanding 
Weighted Average 
Year-end Basic 
Year-end Diluted 


Average for the year ended 
December 31 
OPERATIONAL 
Production 

Natural Gas (mcf/d) 

Oil (bbls/d) 

NGL (bbls/d) 
BOE (boepd 6:1) 
Pricing 

Natural Gas ($/mcf) 

Oil ($/bbl) 

NGL ($/bbl) 

BOE ($/BOE 6:1) 


z 
RESERVES 
Natural Gas (mmcf) 
Proved 
Probable 
Total 
Oil (mbbls) 
Proved 
Probable 
Total 
NGL (mbbls) 
Proved 
Probable 
Total 
Oil Equivalent (mboe 6:1) 


Drilling Activity (net wells) 
Undeveloped Land holdings 
(net hectares) 


Barrels 
Barrels per day 
Thousand barrels 


Thousand cubic feet 
Thousand cubic feet per day 
Million cubic feet 


2002 


10,682 
4,044 
0.54 
943 
0.13 
13,180 
11,000 
10,586 


7,503,515 
1,158,796 
8,194,256 


2002 


Dec. 31, 2002 


20,441 
8,296 
28,737 


1,811 
369 
2,180 


371 
208 
579 
7,949 
2.6 


24,789 


2001 % Change 
7,886 +36 
4,801 -16 
0.88 -39 
1,985 -52 
0.36 -64 
9,121 +45 
0 
9,901 +7, 
5,467,156 
7,274,689 
7,859,291 
2001 % Change 
3,037 +57 
29 +603 
57 +75 
592 +85 
5.74 -27 
36.42 6 
35.08 -17 
36.51 -27 
Mar. 1, 2002 % Change | 
11,900 +72 
6,827 +22 
18,727 +53 
77.9 +2,224 
46.7 +690 
124.6 +1,650 
300.0 +24 
173.3 +20 
473.3 +22 
3,718.9 +103 
Az -77 
13,071 +90 


Million cubic feetyper day 

natural gas liquids 

Billion cubic feet 

Barrels of oil equivalent (6 mcf:1 bbl) 
Barrels of oil equivalent per day 
Million barrels of oil equivalent 
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Zapata continues to focus on four 
principal core areas: South East CORPORATE INFORMATION Suasuarnavehaheoune: IBC 


Alberta, East Central Alberta, West 
Central Alberta and North West 


of energy assets with reasonable risks 
and the potential for strong, stable cash 
flow and competitive rates of return. 


A JAL GENERAL MEETING Alberta. With proved and probable 
reserves totaling 7.5 mmboe as of 
Thursday, June 5, 2003, 3 p.m. December 31, 2002, and a staff 
Devonian Room with combined industry experience 
Calgary Petroleum Club of more than 100 years, Zapata is 
319 - 5th Avenue SW poised for continued success in > Sarowine ZAPATA. — 
Calgary, Alberta ZOOS Eee ce errant a ed : Lloyd Driscoll (L) and George Paulus (R) 


Zapata Energy Corporation's annual report includes forward-looking statements, including statements about our plans, strategies, expectations, assumptions and prospects. 
Forward-looking statements are all statements other than statements of historical fact, such as statements regarding drilling potential and results, reserve estimates and depletion 
rates, trends in commodity prices, and amounts and timing of capital expenditures and abandonment, closure and reclamation costs. Important factors that could cause actual 
results to differ materially from our expectations include, among others, exploration and development risks, commodity prices, operating hazards and other factors. 
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Zapata realizes growth objectives in 2002 


/ WE ARE PLEASED TO REPORT 


term growth objectives. 


show positive financial performance. 


Although commodity prices were lower | 
during 2002, Zapata cash flowed $4 | 


million or $0.54 per share for the year. 


In the fourth quarter alone, stronger — 
commodity prices and higher production 
generated cash flow of $1.5 million | 
or $0.19 per share. We are confident | 
that our accomplishments in 2002 will | 
provide a strong diversified asset base | 
on which the Corporation will achieve | 
even higher levels of growth in the years _ 
to come. Some highlights for the year 


2002 are shown in the table below. 


VA that in its third full year of | 
operations, Zapata realized its medium | 
Daily sales — 
grew by 85 percent, averaging 1,096 | 
barrels of oil equivalent for the year with : 
daily sales averaging 1,644 barrels of oil | 
equivalent in the last three months of | 
2002. Shareholder value was added as | 
reserves doubled to 7.5 mmboe, which | 
is reflected by a net present asset value at | 
10 percent discount of $7.49 per diluted — 
share. The Corporation continued to : 


Mi FINANCIAL 


CASH-FLOW FOR ZAPATA IN 2002 WAS 
$4 million ($0.54 per share), which 
was 16 percent lower than 2001. 
This positive financial performance 
was achieved in spite of the average 
price received for sales being down 
27 percent. A recovery of commodity 
prices in the last quarter of 2002 
along with higher sales contributed 
$1.5 million ($0.19 per share) to the 
2002 cash flow. Continued improved 
production along with strong oil and 
natural gas prices indicate a strong 


upcoming performance for the 
Corporation in 2003. 
The capital required to boost 


Zapata’s reserves in 2002 was provided 
primarily by way of bank debt. As a 
result, the Corporation’s debt was $11 
million at December 31, 2002. This 


equates to a debt-to-cash flow ratio of | 
| The full effect of the acquisitions, 
| however, was not reflected until the 
| fourth quarter of the year when average 
| daily oil equivalent sales rose to 1,644 
' bbls, a three-fold increase from 2001. 


2.72:1 based on 2002 cash flow. When 
based on projected 2003 cash flow, the 
ratio is less than one-to-one. 


OPERATIONAL & FINANCIAL HIGHLIGHTS 


(Thousands of dollars except per unit and operational amounts) 


Three Months Ended Dec 31 


2002 


FINANCIAL 
Net Revenue 
Cash Flow 
Per Share (basic) 
Per Share (diluted) 
Net Earnings 
Per Share (basic) 
Per Share (diluted) 


$ 3,890 
1,505 
0.19 
0.18 
523 
0.07 
0.06 
1,039 


Capital Expenditures 


OPERATIONS 
Production 
Natural Gas Sales (mcjf/d) 
Oil Sales (bbls/d) 
NGL Sales (bbls/d) 
BOEPD (6:1) 
Pricing 
Natural Gas ($/mcf) 
Oil ($/bb1) 
NGL ($/bbi) 
BOE ($/BOE) 


Year Ended Dec 31 


2001 Chg 2002 2001 


o 975 
732 
0.10 
0.09 
92 
0.01 
0.01 
3,831 


+300% 
+106% 

+90% 
+100% 
+468% 
+700% 
+600% 

-73% 


$ 8,292 
4,044 
0.54 
0.53 
943 
0.13 
0.12 
13,180 


$ 6,392 
4,801 
0.88 
0.84 
1,985 
0.36 
0.35 
CVA 


+47% 
+2,168% 
+138% 
+200% 


3,037 
29 
57 

592 


+66% 
+26% 
+38% 
+54% 


| with several wells 
_ drilling program being tied-in in early 
| 2002, contributed to an 85 percent 


Chg 


-27% 

-6% 
-17% 
-27% 
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OPERATIONS 


| DURING 2002, ZAPATA DOUBLED ITS 
_ proven and probable reserves to 7.5 
~ mmboe. 
: of several acquisitions, which were 
| made in our efforts to diversify and 
| strengthen 
base. In addition to adding new core 
| areas to Zapata’s production portfolio 
| these acquisitions helped double the 
- Corporation’s undeveloped land base 
to 45,216 gross (24,789 net) hectares 
| and increased its daily production. The 
| acquisition 
_ limited the capital available for drilling 
_ during the year so only five gross (2.6 
| net) wells were drilled. 


This increase was a result 


the Corporation’s asset 


opportunities, however, 


These acquisitions, in conjunction 
from the 2001 


growth in daily sales to 1,096 boepd. 


Daily sales are continuing to 
grow in 2003 as we optimize our 
production, conclude another 
acquisition and commence an 
aggressive drilling program. 


lm INDUSTRY 


NATURAL GAS PRICES, WHICH 
suffered from high inventories 
for most of 2002, rapidly gained 
strength in early 2003 due to 
the moderately cold winter 
and depleting storage. The 
consensus is that natural gas 
prices will remain strong over the 
longer term as demand continues 
to grow, and production and 
reserves from maturing North 
American fields decline. 

Crude oil prices, which were 
down in the first quarter of 2002, 
strengthened throughout the year. 
In the first quarter of 2003, oil 
prices rose sharply mainly due 
to the Iraqi crisis and a general 
strike in Venezuela. Maintaining 
oil prices in 2003 will depend 
upon OPEC making production 


+57% 
+603% 
+75% 
+85% 


REP Ornsr 


cuts. Over the longer term, however, it | 
does appear that the surplus capacity of | 


the OPEC countries has narrowed and 
will continue to do so as the economy 
begins to recover. 


li STRATEGY 


THE CORPORATION WILL continue its 
strategy of growing through 
a balance of acquisitions and 
strategic drilling. Having 
completed several acquisitions 
in late 2002, we anticipate a 
significant portion of 2003 
capital expenditures will be 
directed towards drilling. 

With respect to production, 
Zapata will continue to focus on 
controlling costs and improving 
productivity to improve margins. 
Special attention will be given 
to our recent acquisitions, 
which were under-capitalized 
and _under-managed. We 
believe these acquisitions will 


provide many opportunities to enhance | 
production and reserves over the next | 


several years. 


A key component of Zapata’s 


business strategy is to reduce risk by | 


diversification so that the Corporation is 


not dependent on any one well, reservoir | 


or commodity. Our acquisitions in 2002 
have helped us to achieve that goal. 
On the exploration — side, 


to infrastructure. 
property acquisitions have provided 


numerous drillable prospects, Zapata : 
is continuing to generate prospects | 
acquire prospective | 


internally and 
undeveloped acreage for future drilling. 


Whenever possible, Zapata operates _ 
to ensure efficient operations. To | 
Zapata 


enhance shareholder value, 
will continue to examine the potential 
benefits of mergers and acquisitions. 


2003 OUTLOOK 


ZAPATA HAS 
critical mass and it is well positioned to 
achieve significant growth over 2003 
and beyond. We are looking forward 
to an aggressive drilling program 
in 2003, which has the potential to 
make a significant contribution to the 


our | 
strategy is to concentrate on drilling | 
for natural gas in areas that have year — 
round access and are readily accessible | 
Although the recent — 


NOW REACHED A | 


TO 


Corporation’s reserves and production. 

Zapata, however, is also cognizant 
of a sagging world economy and 
potential volatile commodity prices. 
Consequently, the Corporation will also 
allocate capital in the first half of 2003 
to reduce operating costs and optimize 
production from its current producing 


AT THE HELM: George Paulus, Zapata President and CFO 


assets. These expenditures will not only | 
contribute to the immediate increase 
in production, but also strengthen our 
reserve base and prepare the properties 
to generate positive netbacks throughout 
the commodity price cycles. 

Zapata is confident daily 
production will continue to grow in 
2003. Optimization of production on 
the Corporation’s recent acquisitions 
has made an immediate contribution 
to production. Daily sales, which 
averaged 1,096 boepd for 2002, were at 
1,644 boepd in the last quarter of 2002. 
In early 2003, the Corporation was 
producing in excess of 2,000 boepd. 

Completion of an acquisition in 
April 2003 will contribute an additional 
300 boepd to Zapata’s daily production 
commencing in the second quarter of 
2003. 

Having established several core 
areas during 2002, our focus over the 
summer will be drilling the inventory 
of prospects that have been generated 
within these areas. With the availability 
of our operated infrastructure in 
these areas, any drilling success will 
contribute directly to production. 

For future growth, the Corporation 
is continuing to participate in 
exploration outside its core areas to help 
diversify and strengthen its production 
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DERS 


| base. Zapata's drilling programs will be 


_ primarily targeting natural gas and will 
| be done in conjunction with industry 
_ partners. 


The Corporation’s credit facility was 
recently increased from $8 million 
to $27 million, of which $5 million 
is an acquisition and development 
loan facility. Although the 
Corporation has more than 
adequate cash flow to finance 
its 2003 capital expenditure 
program, the additional credit 
will allow Zapata to take 
advantage of any opportunities 
which may arise. The 
Corporation’s ratio of debt to 
projected 2003 cash flow is less 
than one-to-one and provides for 
a strong balance sheet. 

To help manage our growth, 
we have strengthened our 
management team. Mr. Vance 
Blydo has joined the team as 
Operations Manager while Mr. 
' Cam Bolter and Mr. Michael Muirhead 


_ have joined our exploration team. The 
| addition of our new team members 
_ means Zapata’s future growth will be 
_ spearheaded by a balance of youthful 
_ energy and confidence gained through 
| experience. 


The Corporation has an exciting 


year of growth to look forward to in 
- 2003. Notwithstanding the excitement, 
_ Zapata intends to maintain its patient 
_ and disciplined 
- business plan to achieve growth and 
' create shareholder value. 
continued support, we wish to thank our 
_ shareholders who held on to their shares 
- during 2002, in spite of the downward 
| pressure on oil and natural gas prices 
' and on the economy as a whole. We 
also wish to thank our directors for their 
_ guidance and the Zapata team for their 
| dedication and hard work. 


approach to its 


For their 


| Signed on behalf of the 
| Beard of Directors 


Aeyy Pai 


| George E. Paulus 
' President & Chief Financial Officer 
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Management and Key Personnel 


George Paulus 
President, 
Chief Financial Officer and Director 


Mr. Paulus attended the 
University of Manitoba 
where he obtained his 
B. Sc. (Honors) and M. 
s Sc. degree in geology in 
1966 oii 1968, respectively. From 
1977 to the present, Mr. Paulus has 
been involved extensively in the 
oil and gas business. In 1992, Mr. 
Paulus joined Mr. Lloyd Driscoll 
to found Vintage Resource Corp., a 
public junior oil and gas company, 
which was listed on both the Alberta 
and Toronto Stock Exchanges. Mr. 
Paulus was a Senior Executive 
Officer and Chief Financial Officer 
of Vintage Resource Corp., and 
assisted in increasing the company’s 
net asset value from $200,000 to 
$25 million prior to its merger with 
Danoil Energy Ltd. in 1997. Mr. 
Paulus is a professional engineer 
and a professional geologist. He is a 
member of the Canadian Association 
of Petroleum Landmen and _ the 
Canadian Society of Petroleum 
Geologists. 


Lloyd Driscoll 
Chief Executive Officer 
and Chairman of the Board 


Mr. Driscollcommenced 
his employment in the 
oil and gas industry in 
1952 prior to entering 
university. In 1958, 
Mr. Driscoll graduated with a B.Sc. 
degree in petroleum engineering 
from the University of Oklahoma. 
During the period of 1958 through 
1974, Mr. Driscoll was employed 
with Texaco International, Gulf Oil 
Canada, Total Petroleum and Penzoil 
United Inc., working in all phases of 
the oil and gas industry at the senior 


engineering and management level 
of the companies located from the 
United States through Western 
Canada. From 1974 to 1991, Mr. 
Driscoll was part of the management 
team of Coseka Resources Limited. 
Mr. Driscoll was a_ founding 
shareholder, president, C.E.O. and 
chairman of the board of Vintage 
Resource Corp., a public junior oil 
and gas company. Vintage attained 
daily oil and gas production in excess 
of 1,000 barrels of oil equivalent per 
day and cash flow of $4 million per 
year prior to merging with Danoil 
Energy Ltd. in 1997. 


Robert Brawn 


Director 


Mr. Brawn has been chairman of 
Acclaim Energy Trust, a public oil 
and gas trust company, since April 
2001. Prior thereto, he was chairman 
and director of Danoil Energy Ltd., 
a public oil and gas exploration 
company that was a predecessor to 
Acclaim Energy Inc., from 1985 to 
April 2001. 


Allen Emes 
Director 
Mr. Emes is an_ independent 


businessman who was previously 
vice chairman of Octagon Capital 
Corporation, an investment brokerage 
and advisory firm. 


Vance Blydo 


Operations Manager 


Mr. Blydo graduated at the University 
of Wyoming in 1993 with a degree in 
petroleum engineering. Over the last 
10 years, he was employed in the oil 
and gas industry in Western Canada 
and has focused on optimization 
of oil and gas operations. Most 
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recently, Mr. Blydo was Operations 
Manager with Bridgetown Energy 
Corporation, where he assisted in 
increasing Bridgetown’s net asset 
value from $3.2 million to $22 
million prior to selling the company 
to Olympia Energy Inc. Mr. Blydo 
is a professional engineer and is a 
member of the Society of Petroleum 
Engineers. 


Cam Bolter 
Exploration 


Mr. Bolter graduated from the 
Southern Alberta Institute of 
Technology in 1996 with a diploma 
in petroleum engineering technology. 
Since 1995, he has primarily been 
involved in oil and gas exploration. 
In the eight years of experience in 
the industry, he has drilled over 
50 successful oil and gas wells 
in Alberta and British Columbia 
with recoverable reserves of over 
50 bef. Mr. Bolter is a member of 
the Canadian Society of Petroleum 
Geologists. 


Michael Muirhead 


Exploration 


Mr. Muirhead attended the 
University of British Columbia 
where he graduated in 1991 with 
a Bachelor of Science degree in 
geology. Since graduating, Mr. 
Muirhead has been employed in the 
oil and gas industry. His experience 
incorporates both geology and 
geophysics in developing prospects. 
During his 12 years in the industry, 
Mr. Muirhead hag” developed and 
drilled over five hundred prospects 
in the Western Canada Sedimentary 
Basin with a success rate of 78 
percent. Mr. Muirhead is a member 
of the Canadian Society of Petroleum 


Geologists. S 
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@ During 2002, 


Zapata added several new core 
areas to its existing and established | 
areas, which will provide continued 
opportunities for growth. | 
The Corporation increased 
average daily sales by 85 percent | 
over 2001 to 1,096 boepd. In the last 
quarter of 2002, daily sales averaged | 
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R 


1,644 boepd of which 58 percent was 
contributed by natural gas and 42 
percent by crude oil and natural gas 
liquids. 

Zapata’s total proven plus 
probable reserves totaled 7.5 mboe at 
year end, consisting of 63 percent (29 
bef) natural gas and 37 percent (2.7 
mmbbls) crude oil and natural gas 
liquids. 
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In 2002, Zapata continued to 

_ add to its land base, increasing its 

| inventory 94 percent to 73,830 gross 

| (39,086 net) hectares. Most of this 

land, 45,218 gross (24,789 net) 
hectares is undeveloped. 

The following summarizes 

_ Zapata’s focus areas of activity. 

_ Production and reserve information 

are stated prior to royalty deductions. 
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South East Alberta 
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East Central Alberta 
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Net sales in South East up 89 percent 

Zapata has working interests ranging from 13 percent to 
100 percent in 7,832 (5,684 net) hectares of undeveloped 
land in South East Alberta. The Corporation has 33 (24.4 
net) gas wells in the area producing from the Belly River, 
Bow Island, Mannville and Mississippian formations. 
Net sales from the area in 2002 were 3.2 mmcef/d of 
natural gas and 40 bbls/d of oil and NGL or 570 boepd, 
an 89 percent increase over the prior year. Zapata plans 
to drill four 100 percent owned gas prospects during the 


second quarter of 2003. 
South East Alberta 2002 2001 


Production 
Gas (mcf/d) 3,184 1,783 
Oil (bbls/d) 1 1 
NGL (bbls/d) 39 4 
Total BOEPD 570 302 
Undeveloped land (hectares) 7,832 4,377 
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Zapata taps prolific East Central pools 
East Central Alberta is a new focus area for the 
Corporation, and has 7,172 (6,495 net) hectares of 
undeveloped land. Zapata purchased the majority of 
its land, operated wells and facilities through a series 
of acquisitions. in the second half of 2002. Zapata 
is continuing to add to its land base through Crown 
acquisitions. 

Net sales from the predominantly oil producing area 
in 2002 totaled 163 boepd on a calendar day basis, and 
approximately 390 boepd on a production day basis. 
This is a prolific oil producing area in Alberta and hosts- 
several significant oil pools. Many opportunities exist 
for Zapata to increase production from this area. Plans 
for the second and third quarters of 2003 consist of 
optimization of current production, reactivation of shut- 
in wells and a nine-well program to test six oil and three 
gas prospects. 


East Central Alberta 2002 2001 
Production a 
Gas (mcf/d) 122 - 
Oil (bbls/d) A143 : 
NGL (bbls/d) - - 
Total BOEPD 163 - 
Undeveloped land (hectares) AZ - 


ZAPATA ENERGY CORPORATION (the “Corporation”) 
Interim Financial Statements and Interim Reports 


RETURN CARD - 2003 


Under National Instrument 54-102, the Corporation is exempted from delivering Interim Financial 
Statements and Interim Reports to its registered and non-registered shareholders if it maintains a 
Supplemental Mailing List and meets certain other disclosure and filing requirements. Interim Financial 
Statements and Interim Reports will be distributed to shareholders requesting such material, whose 
names will appear on the Supplemental Mailing List. 


Accordingly, if you wish to receive the Corporation’s Interim Financial Statements and Interim Reports, 
you must complete and sign this card and return it to the Corporation. 


This election must be renewed each year to entitle you to continue receiving the Interim Financial 
Statements and Interim Reports of the Corporation. 


| confirm that | am the owner of shares of Zapata Energy Corporation and hereby request that | be 
provided with the Interim Financial Statements and Interim Reports of the Corporation. 


Name (Please print) : 


Address : 


Signature : 


Postal Code : 
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West Central features 14.3 net gas wells 
The Corporation has various working interests in 7,804 
(5,145 net) hectares of undeveloped land in West Central 
Alberta. Zapata has a 1.19 percent non-operated interest 
in the Crossfield Turner Valley Unit and an 85 percent 
operated interest in the Crossfield Elkton Z Unit and 
their related processing facilities. There are currently 
59 (14.3 net) producing wells in the area. Average net 
sales over the year averaged 950 mcf/d of gas and 77 
bbls/d of oil and NGL. At least one well is planned for 
the summer of 2003 to test a Nisku prospect. 


West Central Alberta 2002 2001 
Production 
Gas (mcf/d) 950 710 
Oil (bbls/d) 56 - 
NGL (bbls/d) 21 48 
Total BOEPD 236 166 
Undeveloped land (hectares) 7,804 5,885 


Date : 


North West has stable, long-life reserves 
Zapata’s recent drilling success in North West Alberta 
has made this another focus area for the Corporation. 
The average production in 2002 does not reflect the new 
gas production (1.2 mmef/d net) brought onstream in the 
first and second quarters of 2003. Primary producing 
formations in the area are the Viking and Gething, which 
are stable, long-life, low decline reservoirs. Zapata has 
30 percent to 50 percent working interests in four (1.8 net) 
gas wells and 2,688 (1,408 net) hectares of undeveloped 
land in the area. The Corporation is continuing to pursue 
opportunities in the area. 


North West Alberta 2002 2001 
Production 
Gas (mcf/d) 111 - 
Oil (bbls/d) - - 
NGL (bbls/d) 2 - 
Total BOEPD 20 - 
Undeveloped land (hectares) 2,688 - 
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Net sales in South East up 89 percent 

Zapata has working interests ranging from 13 percent to 
100 percent in 7,832 (5,684 net) hectares of undeveloped 
land in South East Alberta. The Corporation has 33 (24.4 
net) gas wells in the area producing from the Belly River, 
Bow Island, Mannville and Mississippian formations. 
Net sales from the area in 2002 were 3.2 mmcef/d of 
natural gas and 40 bbls/d of oil and NGL or 570 boepd, 
an 89 percent increase over the prior year. Zapata plans 
to drill four 100 percent owned gas prospects during the 


second quarter of 2003. 
South East Alberta 2002 2001 


Production 
Gas (mcf/d) 3,184 1,783 
Oil (bbls/d) 1 1 
NGL (bbls/d) 39 4 
Total BOEPD 570 302 
Undeveloped land (hectares) 7,832 4,377 


Zapata taps prolific East Central pools 
East Central Alberta is a new focus area for the 
Corporation, and has 7,172 (6,495 net) hectares of 
undeveloped land. Zapata purchased the majority of 
its land, operated wells and facilities through a series 
of acquisitions.in the second half of 2002. Zapata 
is continuing to add to its land base through Crown 
acquisitions. 

Net sales from the predominantly oil producing area 
in 2002 totaled 163 boepd on a calendar day basis, and 
approximately 390 boepd on a production day basis. 
This is a prolific oil producing area in Alberta and hosts- 
several significant oil pools. Many opportunities exist 
for Zapata to increase production from this area. Plans 
for the second and third quarters of 2003 consist of 
optimization of current production, reactivation of shut- 
in wells and a nine-well program to test six oil and three 
gas prospects. 


East Central Alberta 2002 2001 
Production a 
Gas (mcf/d) 122 = 
Oil (bbls/d) a AA - 
NGL (bbls/d) - - 
Total BOEPD 163 : 
Undeveloped land (hectares) TAZ = 
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West Central Alberta 
pret 

FEE 
-Seeecee 


West Central features 14.3 net gas wells 
The Corporation has various working interests in 7,804 
(5,145 net) hectares of undeveloped land in West Central 
Alberta. Zapata has a 1.19 percent non-operated interest 
in the Crossfield Turner Valley Unit and an 85 percent 
operated interest in the Crossfield Elkton Z Unit and 
their related processing facilities. There are currently 
59 (14.3 net) producing wells in the area. Average net 
sales over the year averaged 950 mcf/d of gas and 77 
bbls/d of oil and NGL. At least one well is planned for 
the summer of 2003 to test a Nisku prospect. 


West Central Alberta 2002 2001 
Production 
Gas (mcf/d) 950 710 
Oil (bbls/d) 56 f 
NGL (bbls/d) 1 48 
Total BOEPD 236 166 
Undeveloped land (hectares) 7,804 5,885 


North West Alberta 


R13 
R20 R15 761) WS 


North West has stable, long-life reserves 
Zapata’s recent drilling success in North West Alberta 
has made this another focus area for the Corporation. 
The average production in 2002 does not reflect the new 
gas production (1.2 mmcf/d net) brought onstream in the 
first and second quarters of 2003. Primary producing 
formations in the area are the Viking and Gething, which 
are stable, long-life, low decline reservoirs. Zapata has 
30 percent to SO percent working interests in four (1.8 net) 
gas wells and 2,688 (1,408 net) hectares of undeveloped 
land in the area. The Corporation 1s continuing to pursue 
opportunities in the area. 


North West Alberta 2002 2001 
Production 
Gas (mcf/d) 111 - 
Oil (bbls/d) - - 
NGL (bbls/d) 2 - 
Total BOEPD 20 - 
Undeveloped land (hectares) 2,688 - 
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OPERATIONS REVIEW 


North East peldisa Columbia | Land 


In 2002, the Corporation’s land portfolio increased 
to 73,830 gross (39,086 net) hectares of which its 
undeveloped land inventory rose by 90 percent to 
45,218 gross (24,789 net) hectares. The undeveloped 
land portfolio in our core areas allows Zapata to 
pursue continuous, long-term exploitation programs. 
At the same time, controlling land on our exploration 
projects allows the Corporation to maximize its 
working interests. The Corporation’s land holdings are 
summarized as follows: 


Undeveloped Land 
(Hectares) 


Ladyfern gives Zapata strong land base 
Zapata has four percent to 100 percent working interests 
in 13,727 (1,856 net) hectares of land and nine (1.6 
net) gas wells in this area. The net sales for 2002 of 53 
boepd, consisting of 263 mcf/d of gas and nine bbls/d of 
oil and NGL are from the shallow Bluesky and Halfway 


formations. The Corporation has significant land Total Land 
holdings in the region, primarily in the Ladyfern area. | (Hectares) 
These lands provide a strong land base for future deep aa ee é = ; 
exploration targets. Several all-weather roads and gas C a = = 9001 
facilities constructed in the area recently will provide the | = a —— 
access required to develop Zapata’s shallow reserves. 2 Zz ZS g . a 
Bee ee ures ee otal 38, 117 
Production 2 == = 
Gas (mcf/d) 263 302 
* Oil (bbls/d) 8 11 
NGL (bbls/d) 1 2 
Total BOEPD 53 63 


Undeveloped land (hectares) 2 OAs at Z2e 04: 


Minor Properties 


Wile 


Production 


Gas (mcf/d) 123 242 
Oil (bbls/d) 32 20 
NGL (bbls/d) 1 2 
Total BOEPD 54 62 


Undeveloped land (hectares) TAOS - 
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Drilling 
Lower commodity prices reduced drilling in 2002 as the Corporation focused 


on acquiring producing assets. 


2002 2001 
Gross Net Gross Net 


Total Drilled 
Completed Gas 


Completed Oil 
Standing 
Abandoned 


Production Summary 


Average 2002 sales increased 85 percent to 1,096 boepd compared with 592 
boepd in 2001 while fourth quarter 2002 production averaged 1,644 boepd. 


Annual Sales Q4 2002 2002 

Crude Oil (bbls) 52,174 74,485 10,467 
Natural Gas Liquids(bbls) 12,259 36,494 20,686 
Natural Gas (mcf) 520,797 1,734,884 1,109,000 
Total euvalent (BOE) 1915233 400,126 215,986 
Crude Oil (bbls) 

Natural Gas Liquids(bbls) 

Natural Gas (mcf) 

Total Equivalent (BOE) 


| Production Mix 


| 19% Oil 


> Natural Gas 


Sales by Area 


The following is a summary of the Corporation’s daily sales by area. 


2002 2001 


Gas Oil/NGL Total Gas Oil/NGL Total % 

mcet/d bbls/d boepd mcet/d bbls/d boepd Prod 

West Central Alberta 949.54 77.80 236.06 710.00 48.00 166.33 28% 
Southeast Alberta 3,184.30 39.08 569.80 1,783.00 5.00 302.17 


East Central Alberta = VALI 143.10 163.39 S 
North West Alberta 111.18 1:59 20.12 3 
NE BC/Northern Alberta 263.25 10.02 53.90 63.33 
Minor Properties 123.11 32.45 52.97 4 61.00 

4,753.11 304.05 1,096.24 3,037.00 592.83 
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Reserves 


Zapata’s crude oil, NGL and natural 
gas reserve volumes as of December 
31, 2002 have been evaluated by 
Sproule Associates Limited, an 
independent engineering firm. The 
Evaluation Report includes an 
acquisition effective November 2002 
but concluded in 2003. Consequently, 
the $5 million cost of the acquisition 
has not been incorporated into the 
December 31, 2002 financials. The 
report shows estimates on future, 
pre-tax, discounted cash flow based 
on pricing as of March 1, 2003. 
Comparative numbers in 2001 are 
based on Sproule’s evaluation of 
Zapata’s reserves effective March 
1, 2002. 


Reserves Reconciliation 


SUMMARY OF 2002 RESERVES 
Zapata’s established crude oil and 
NGL reserves significantly increased 
to 2.5 mmboe from 488 mboe in 
2001. Established natural gas 
reserves increased to 24.6 bef, a 72 
percent increase over 14.3 bef in the 
prior year. 


Established Reserves Summary 
— Extracted from Sproule Associates 
Limited’s Evaluation Report 


NB: Established numbers are 
calculated based on Total Proved + 
% Probable 


REVIEW 


2002 


OIL (mbbls) 
Proved Producing 


1,418.7 
392.8 Da 
368.7 
1995.8 


Proved Non-Producing 
Probable 
Established 
NGL (mbbls) 

Proved Producing 


293.2 
Proved Non-Producing 78.1 

Probable 207.6 

Established 475.1 
Proved Producing 12,945 10,200 
7,496 1,700 
8,296 6,827 


24,589 


Proved Non-Producing 
Probable 
Established 


Crude Oil (mbbl) NGLs (mbbl) Natural Gas (mmcf) 

Proved Probable Established Proved Probable Established Proved Probable Established 
Beginning of year 2002 77.9 46.7 101.3 300.1 173.3 386.8 — 11,900.0 6,827.0. 18;343:9 
Additions 56.3 56.3 315 15.8 1,806.9 1,154.0 2,383.9 
Acquisitions 1,751.6 327.2 1,915.2 94.2 24 95.4 8,468.0 315.0 8,625.5 
Production (74.5) - (74.5) (36.5) - (36.5) — (1,734.9) - (1,734.9) 
Revisions - (5.0) (2.5) RE - 1337 - - - 
End of year 2002 1,811.3 368.9 1,995.8 371.5 207.2 475.1 20,440.0 8,296.0 24;588.0 


Note: Numbers may not add exactly due to rounding. 


RESERVE LIFE INDEX 


The Corporation’s reserve life index for natural gas using annualized fourth quarter production is 7.3 years for proven 
and 13.9 years for proven plus probable reserves. Crude oil and NGL reserve life index is 8.5 years for proven and 


10.8 years for proven plus probable. 


Crude Oil and NGL 

Production (mbbls) 

Proven reserves (mbbis) 

Proven reserve life index (years) 


Proven plus probable reserves (mbbls) 
Proven plus probable reserve life index (years) 


2002 


(using annualized Q4 production) 


255.5 
2,183 
8.5 
2,759 
10.8 


Natural Gas 

Production (mmcf) 

Proven reserves (mmcf) 

Proven reserve life index (years) 
Proven plus probable reserve (mmcf) 


Proven plus probable reserve life index (years) 


2,066 
15,066 
3 
28,737 
13.9 
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RESERVE EVALUATION 

The evaluation of future net production revenue is stated prior to any provision for income taxes, overhead and interest 
costs. It should not be assumed that the discounted net production revenue is representative of the fair market value of 
the estimated oil and gas reserves. The following table summarizes the Evaluation Report. 


Reserves Evaluation — Extracted from Sproule Associate TT Evaluation Report 


Reserves Before Royalties Discounted Value of Future Net Revenue ($M) 


NGL a8 
(mbbl) eer me 10% 15% 


Proved Producing 1,418.7 | 12,945 | 945 | 65,153 | 15S : 42,701 


Proved Non-producing 229.8 d : : ; : Ue 


Proved Undeveloped 163 
Total Proved A Onlidieo 
Probable 368.7 
Total 


PRICE FORECAST 


The estimate of future net revenues in the Evaluation Report is based on the COMMODITY 


following price forecasts prepared by Sproule Associates Limited as of March 
aia PRICING 


Reserves Price Assumptions 


Crude Oil Natural Gas Q4 2002 
WT! @ Cushing Edmonton Par Alberta Plantgate 
$US/bbI Price Index 34.20 
$Cdn/bbl $Cdn/Mmbtu 
SOS 
25.28 : Natural Gas 
2163 Liquids ($/obl) 35.09 29.01 35.08 
oie Commodity prices during 2002 
22.29 were highly volatile. Natural 
Escalation of prices beyond 2007 at a rate of 1.5 percent. gas prices fell due to ample 
gas storage and weak demand 
The preceding are benchmark prices. The Corporation’s future net revenues in early 2002. However, 
are calculated according to the quality of oil and gas reserves and the terms prices recovered in late 2002 
of sales contracts in place for individual properties. and continued to improve 


into 2003 as a result of record 
storage withdrawals. 


CHECK US OUT onLiNE! 


For the latest stock quotes 
and information on Zapata's 
areas of activity, financial 
statements and investor 
relations materials visit : 


www zapata.6G@ 


Meanwhile prices for crude 
oil and NGL strengthened in 
late 2002 as a result of Middle 
East tensions and Venezuelan 
unrest. Although the natural 
gas market is expected to 
remain strong, crude oil prices 
could come under pressure as 
the conflict in Iraq is resolved. 


L a, 
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Management’s Discussion & Analysis 


OPERATIONS 


In 2002, Zapata Energy Corporation increased its 
production and sales of natural gas, oil and natural gas 
liquids. Based on six mcf of natural gas to one barrel 
of oil, average daily production in 2002 was 1,096 
boepd compared with 592 boepd in 2001. This 85 
percent increase is due to a combination of bringing on 
new producing wells in early 2002 and acquisitions of 
producing properties during the second half of the year. 


Drilling in south Alberta has resulted in average natural 
gas sales increasing by 52 percent to 4,753 mcf/d from 
3,137 mef/d in 2001. This new production also improved 
overall NGL sales by 75 percent to 100 bopd from 57 
bopd in 2001. Acquisitions of production in East Central 
Alberta helped to generate a 603 percent increase in oil 
sales to 204 bopd from 29 bopd in 2001. 


On a volume basis, natural gas accounted for 72 percent 
of total sales in 2002, compared with 86 percent in 2001, 
while NGL and oil accounted for nine percent and 19 
percent respectively in 2002 compared with nine percent 
and five percent in 2001. 


FINANCIAL 


Operating income from oil and natural gas sales 
increased six percent to $5.4 million in 2002 from $5.1 
million in 2001. This increase was primarily a result of 
an 85 percent jump in sales volumes and was achieved 
in spite of the fact that the revenue per boe received was 
down 27 percent from 2001. 


OPERATING INCOME 


Year ended December 31 2002 2001 Change 
($M except per BOE) 

Petroleum and natural gas 

revenue 10,682 7,886 +36 
Royalties 2,390 1,494 +60 
Production Expenses 2,861 1,296 +120 
Operating Income 5,431 5,096 ff 
Revenue per BOE 26.70 36.52 -27 
Royalty per BOE 5.97 6.92 -14 
Operating Costs per BOE Moll 6.00 +19 
Netback per BOE (Stoll 23.60 -42 


Despite 27 percent lower commodity prices, petroleum 
and natural gas revenue increased 36 percent to $10.7 
million during 2002 from $7.9 million in 2001 due to 
the higher sales volumes. Natural gas accounted for 68 
percent of the total revenue in 2002 compared with 85 
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percent in 2001. Natural gas liquids and oil accounted 
for 10 percent and 22 percent of revenue respectively 
in 2002 compared with 10 percent and five percent in 
2001. 


Lower prices for natural gas and natural gas liquids 
reduced revenue per boe by 27 percent to $26.70 from 
$36.52 per boe in the prior year. The average selling 
price for oil was $34.37 per barrel, down six percent 
from $36.42 per barrel in 2001. The average price for 
natural gas liquids in 2002 declined 17 percent to $29.01 
per barrel from $35.08 per barrel in 2001, while natural 
gas prices averaged $4.19 per mcf, 27 percent lower than 
the $5.74 per mcf received in 2001. 


The lower revenue received per boe reduced the average 
royalty per boe by 14 percent to $5.97 compared with 
$6.92 per boe in 2001. Natural gas royalties averaged 
$1.13 per mcf or 27 percent of the average selling price in 
2002, down from $1.32 per mcf and 24 percent in 2001. 
Royalties for natural gas liquids were $6.62 per barrel 
or 23 percent of the average selling price compared with 
$7.71 per barrel and 22 percent of the average selling 
price in 2001. Oil royalties were $5.75 per barrel or 19 
percent of the average price compared with $4.07 per 
barrel and 11 percent in the prior year. 


The average operating costs per barrel of oil equivalent 
sold was up 19 percent to $7.15 from $6.00 per boe in 
2001. Operating costs for oil were 18 percent higher at 
$11.80 per barrel compared with $10.03 per barrel in 
2001. This increase is due to the higher operating costs 
associated with the acquired properties. The Corporation 
is focused on improving operational efficiencies on 
these properties in 2003. Operating costs for natural 
gas were nine percent higher at $1.13 per mcf versus 
$1.04 per mcf in 2001. Since virtually all of the gas is 
processed through plants where no capacity is owned 
by the Corporation, Zapata is subject to third-party 
processing fees and consequently, a higher-than-industry 
average cost. Operating costs for natural gas liquids are 
incorporated in the costs to produce natural gas. 


Primarily as a result of lower natural gas prices, the 
netback received per barrel of oil equivalent sold 
decreased 42 percent to $13.57 in 2002 from $23.60 per 
boe in 2001. The Corporation’s netback for natural gas 
was down 44 percent at $1.88 per mcf compared with 
$3.33 per mcf in 2001 directly as a result of lower sales 
price. Higher operating costs decreased the netback for 
oil by 41 percent to $13.23 from $22.33 per boe in 2001. 
Netback for natural gas liquids was down 18 percent to 
$22.39 in 2002 from $27.37 per boe in 2001 because of 
depressed prices. 


MANAGEMENT’S 


DISCUSSION 


& ANALY S!] 


@ GENERAL & ADMINISTRATIVE 

Gross general and administrative (G&A) expenses were 
$957,790, up 50 percent from $641,640 as a result of 
additional expenses required to manage the larger size 
of the Corporation’s operations. On a monthly basis, 
G&A was at $79,816 per month in 2002 compared with 
$53,470 per month in 2001. Operator’s recovery of 
overhead was $111,124, down 10 percent from $125,244 
in 2001, while capitalized overhead was reduced to 
$55,000 from $150,000 for 2001. Net G&A expenses 
increased 116 percent to $791,666 from the previous 
year’s $366,416. On a barrel of oil equivalent basis, 
gross G&A expenses decreased 19 percent to $2.40 per 
boe from $2.97 per boe in 2001, while net G&A expenses 
were up 16 percent at $1.98 per boe compared with $1.70 
per boe in 2001. G&A expenses per boe are anticipated 
to decrease as production volumes increase in 2003. 


Year ended December 31 2002 2001 % Change 
($M except per BOE) 

Gross G&A expenses 958 642 +50 
Operated Overhead 

Recovery 111 125 -10 
Capitalized Overhead 55 150 -64 
Net G&A expenses 792 366 +116 
Average costs per BOE 2.40 2M -19 
Average net costs per BOE 1.98 1.70 +16 


@ INTEREST COSTS 

Bank debt increased to $11 million during 2002 from 
nil in 2001 as a result of its financing of acquisitions of 
producing assets. Interest charges increased to $346,163 
in 2002 from $89,821 in 2001. On a barrel of oil 
equivalent basis, interest costs increased to $0.87 from 
$0.42 per boe in 2001. 


% 


Year ended December 31 2002 2001 Change 
($M except per BOE) 

Interest 346 90 +248 
Cost per BOE 0.87 0.42 +107 


@ DEPLETION, DEPRECIATION 

& SITE RESTORATION 

Depletion and depreciation expense is an accounting 
measure of our finding and onstream costs and is 
calculated using the ratio of capital costs to proven 
reserves. Capital costs include the net book value of 
historical costs incurred and estimated future expenditures 
to develop the proven reserves, less the estimated net 
realizable value of production equipment and facilities 


after the proven reserves are fully developed. 


Site restoration expense, calculated on a_ unit-of- 
production basis, is the provision for the estimated 
future costs to abandon and reclaim producing or 
previously producing wells and facilities. The current 
year’s provision of $48,975 is based on the ratio of 
2002 production volumes to proven reserves. This is 43 
percent higher than the 2001 provision of $34,340, and is 
a result of the Corporation’s larger asset base. 


Depletion, depreciation and site restoration expenses 
rose 41 percent to $2.4 million from $1.7 million in 2001 
as a result of higher production and capital expenditures 
incurred during the year on the Corporation’s properties. 
On a barrel of oil equivalent basis, however, depletion, 
depreciation and site restoration expenses declined 24 
percent to $6.00 per boe from $7.91 per boe in 2001. This 
decrease is attributed to an increase in the Corporation’s 
proven reserves. 


Year ended December 31 2002 2001 % Change 
($M except per BOE) 

Depletion & Depreciation 2,391 1,675 +40 
Site Restoration 49 34 +44 
Total 2,400 1,709 +40 
Average Costs per BOE 5.95 7.91 -25 


@ INCOME TAXES 

Zapata’s current income tax expense for 2002 was 
$348,889 compared with zero in 2001. This is attributed 
to a surge in commodity prices and sales volumes and a 
reduced capital program in the last quarter of 2002. Our 
provision for future tax in 2002 was $627,952 compared 
with $1.1 million in 2001. Tax pools for income tax 
purposes totaled $15.9 million at December 31, 2002 
compared with $7.3 million in 2001. 


m@ CASH FLOW FROM OPERATIONS & NET 
INCOME 

Cash flow from operations in 2002 decreased 16 percent 
to $4 million from the previous year’s $4.8 million, while 
net income after tax was halved to $0.9 million from $2 
million in 2001. The decline in cash flow and net income 
resulted from lower sales prices for natural gas and NGL 
combined with higher current income taxes. 


On a barrel of oil equivalent sold, basic cash flow was 
down 54 percent to $10.11 per boe as a result of weak 
commodity prices. Similarly, net income declined to 
$2.36 per boe from $9.19 per boe in 2001. 
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Year ended December 31 2002 2001 % Change 

($M except per boe) 

Cash Flow 4,044 4,801 -16 
Per Share 0.54 0.88 -39 
Average per BOE 10.11 22.24 -55 

Net Income After Tax 943 1,985 -52 
Per Share 0.13 0.36 -64 
Average per BOE 2.36 9.19 -74 


@ CAPITAL EXPENDITURES 

In 2002, net capital expenditures were financed from 
the Corporation’s cash flow and bank debt. The bulk 
of expenditures were for acquisitions and production 
facilities. Zapata has a proposed capital budget of $12 
million for 2003, which will be financed entirely from 
cash flow. With anticipated cash flow in excess of the 
capital budget, the balance will be applied to reduce 
debt. 


Year ended December 31 2002 2001 % Change 
($M) 

Drilling and completions 2,366 6,158 -62 
Production facilities 656 = 1,737 62 
Land 355 = 1,064 -67 
Office equipment 18 12 +50 
Total Exploration & Development 3,395 8,971 -62 
Purchase of oil & gas properties 9,730 0 - 
Capitalized G&A 55 150 -63 
Total Net Capital Expenditures A351 GOR ON2i +45 


@ LIQUIDITY AND CAPITAL RESOURCES 

At December 31, 2002, the Corporation had a working 
capital deficit of $1.8 million and bank debt of $11 
million. The Corporation's net $12.8 million debt at the 
end of 2002 represents approximately three times 2002 
cash flow and approximately 0.8 times forecasted 2003 
cash flow. In April 2003, the Corporation’s revolving 
operating demand loan facility was increased to $22 
million, of which $11 million was drawn down. Subject 
to certain conditions, an additional $5 million non- 
revolving loan can be made available for acquisitions and 
development. During 2002, Zapata issued 153,846 flow- 
through shares at $3.25 per share to net $0.5 million. 
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DISCUSSION & 


ANALYSIS 


@ CAPITALIZATION 

As a result of Zapata utilizing its credit facilities for 
asset acquisitions in 2002, the capitalization of the 
Corporation shifted from equity to debt. 


Based on Book Value 


Year ended 2002 2001 

December 31 $M % $M % 

Bank debt including 

working capital deficit 12,828 44 2,206 15 

Future tax and site 

restoration 5,868 20 3,552 22 

Common share equity 10,586 36 9,901 63 

Total 29,282 100 15,659 100 
| Based on Market Value 

Year ended 2002 2001 

December 31 $M % $M % 

Bank debt including 

working capital deficit 12,828 33 2,206 7 

Future tax and site 

restoration 5,868 15 3,552 1 

Common share equity 20,010 52. = 25,484 81 

Total 38,706 100 31,242 100 


Note: Closing share price on December 31, 2002 was 
$2.58 ($3.50 — 2001). 


@ NET ASSET VALUE 

Management has prepared an estimate of the 
Corporation's net asset value as of December 31, 2002 
as follows: 


Reserves discounted at 10% 12% 15% 

($M except per share) 

Reserves before tax and 

risking probable at 50% 73,187 69,726 64,700 

Undeveloped land 4,800 4,800 4,800 

Working capital (deficit) (1,828) (1,828) (1,828) 

Outstanding debt on year 

end acquisition (5,000) (5,000) (5,000) 

Bank debt (11,000) (11,000) — (11,000) 

Net Asset Value (basic) 60,759 56,698 51,672 
Per Share (basic) 7.83 7.31 6.66 

Proceeds of stock options 599 599 599 

Net Asset Value (diluted) 61,358 57,297 52,271 
Per share (diluted) 7.49 6.99 6.31 


MANAGEMENT?’S DISCUSSION & ANALYSIS 


BUSINESS RISKS 


The oil and gas industry is subject to risk in the finding 
and developing of reserves, as well as the commodity 
price received for such reserves. Zapata attempts to 
mitigate these business risks by: 
* Having assets in several diverse fields. 
* Maintaining cost-effective operations. 
¢ Maintaining a balance between oil and gas 
properties. 
¢ Being operator to control the amount and timing 
of capital expenditures. 
« Using new technology to maximize production 
and recoveries and reduce operating costs. 
¢ Restricting operations to Western, Central and 
Southern Alberta where locations are accessible, 
operating and capital costs are reasonable and 
onstream times are shorter. 
¢ Drilling wells in areas with multiple high 
deliverability zone potential. 


OUTLOOK 


Zapata’s producing asset acquisitions during 2002 will 
result in higher sales during 2003. Zapata anticipates that 
with stronger commodity prices and reduced operating 
costs it will be able to achieve a netback per barrel of 


oil equivalent of $17.00. This is $3.43 greater than that 
realized in 2002 and $6.59 less than that achieved in 
2000. 


We anticipate that G&A expenses on a barrel of oil 
equivalent will be 30 percent less in 2003, but interest 
charges will double. Depletion, depreciation and site 
restoration is expected to remain the same. On this basis, 
we look forward to improved cash flow and net income 
in 2003. 


The Corporation’s forecasted 2003 cash flow of $12.4 
million is based on average daily sales of 2,300 boe with 
a WTI price of US $25.00 per barrel for crude oil and an 
AECO price of $6.00 per gigajoule for natural gas. A 
sensitivity analysis follows: 


m CASH FLOW SENSITIVITY 


Cash $/ 

($M except per share) Flow Share 

Change of US $1.00/bb! WTI price of oil 487 0.06 

Change in oil production by 10 bbls/d 58 0.01 

Change of Cdn $0.10/GJ in AECO price of gas 192 0.02 

Change in gas production of 100 mcf/d 105 0.01 
Vy 


Zapata oil well providing:cash flow for growth 
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Management takes responsibility for the preparation of the financial statements in accordance with accounting 
principles generally accepted in Canada. The financial and operating information included in this report is consistent 
with the financial statements. 


Management has a system of internal controls to ensure that all assets are safeguarded and that timely and relevant 
financial information is prepared and made available. 


Zapata’s Audit Committee, which includes non-management directors of the Corporation, has reviewed these financial 
statements and has reported to the Board of Directors. These financial statements have been approved by the Board 
of Directors. 


4 Kared: ene 


Lloyd D. Driscoll 
Chairman & Chief Executive Officer 


Ay yp Mlabac 


George E. Paulus 
President & Chief Financial Officer 


AUDITORS’ REPORT 


To the Shareholders 
Zapata Energy Corporation 


We have audited the consolidated balance sheets of Zapata Energy Corporation as at December 31, 2002 and 2001 
and the consolidated statements of income and retained earnings and cash flows for the years then ended. These 
consolidated financial statements are the responsibility of the Corporation’s management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 
the Corporation as at December 31, 2002 and 2001 and the results of its operations and its cash flows for the years then 
ended in accordance with Canadian generally accepted accounting principles. 


CHARTERED ACCOUNTANTS 


Collins Barrow Calgary LLP 


Calgary, Alberta 
March 18, 2003 
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AUDITED FINANCIAL STATEMENTS 


APATA ENERGY CORPORATION 
CONSOLIDATED BALANCE SHEETS 
DECEMBER 31, 2002 AND 2001 


2002 2001 
Assets 

Current assets 
Cash $ - Pes 1,181,982 
Accounts receivable 3,215,249 2,156,390 
Prepaid expenses 149,236 138,863 
3,364,485 3,477,235 
Property, plant and equipment (note 4) 29,282,044 15,659,519 


$32,646,529 $19,136,754 
Liabilities 
Current liabilities 


Accounts payable and accrued liabilities $4,843,896 $5,683,561 
Income tax payable 348,642 - 
Bank debt (maximum available of $17,000,000 [note 5]) 11,000,000 - 
16,192,538 5,683,561 
Future removal and site restoration costs 148,649 TDAST 
Future income taxes (note 6[b]) 5,718,883 3,473,441 
22,060,070 9,236,139 

Shareholders’ Equity 
Share capital (note 7) 5,940,416 6,180,462 
Contributed surplus (note 7[i]) 78,265 = 
Retained earnings 4,567,778 3,120,153 
10,586,459 9,900,615 


$32,646,529 $$ 19,136,754 


Approved by the Board, 


= J Berdisir On , Director 
Abaya baboa , Director 
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AUDITED FINANCIAL STATEMENTS 


APATA ENERGY CORPORATION 
CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS 
YEARS ENDED DECEMBER 31, 2002 AND 2001 


2002 2001 
Revenue 
Oil and gas sales, net of royalties and ARTC $8,292,231 $6,392,068 
Interest, administrative fees and other income 99,610 161,862 
8,391,841 6,553,930 
Expenses 
Production 2,861,455 1,296,496 
General and administrative (note 8) 791,666 366,416 
Interest on bank debt 346,163 89,821 
Depletion and depreciation 2,399,676 137083732 
Stock-based compensation expense (note 7[i]) 78,265 - 
6,477,225 3,461,465 
Income before income taxes 1,914,616 3,092,465 
Income taxes (note 6[a]) 
Current 348,889 - 
Future 627,952 1,107,330 
976,841 1,107,330 
Net income before non-controlling interest 937,775 1,985,135 
Non-controlling interest (4,988) ec 
Net income 942,763 1,985,135 
Retained earnings, beginning of year SPADE) 1,863,721 
Premium on repurchase of shares (note 7[e]) (95,138) (128,703) 
Retained earnings, end of year $4,567,778 $3,720,153 
Net income per share (note 7[h]) 
Basic $ 0.13 $ 0.36 
Diluted $ 0.12 $ 0.35 
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AUDITED FINANCIAL STATEMENTS 


APATA ENERGY CORPORATION 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
YEARS ENDED DECEMBER 31, 2002 AND 2001 


2002 2001 
Operating activities 
Net income $ 942,763 $1,985,135 
Add items not affecting cash 
Depletion and depreciation 2,399,676 1,708,732 
Future income taxes 627,952 1,107,330 
Stock-based compensation expense 78,265 - 
Non-controlling interest 4,988 - 
Funds from operations 4,043,668 4,801,197 
Change in non-cash working capital 785,666 35,360 
Cash from operating activities 4,829,334 4,765,837 
Financing activities 
Proceeds on issuance of share capital, net of issue costs 482,141 4,588,692 
Repurchase of shares under normal course issuer bid (130,865) (144,002) 
Repayment of loans payable - CEZt Po) 
Proceeds (repayment) on bank debt, net 11,000,000 (600,000) 
Change in non-cash working capital 200,000 14,205 
Cash from financing activities MLSS WG 3573/1, 043 
Investing activities 
Acquisition of property, plant and equipment, net (13,180,492) (9,121,300) 
Investment in 771129 Alberta Ltd., net of $171,060 cash acquired (1,272,728) - 
Change in non-cash working capital (3,109,372) 2,881,090 
Cash used in investing activities 17,562,592 6,240,210 
Cash inflow (outflow) (1,181,982) 2,262,770 
Cash, beginning of year 1,181,982 (1,080,788) 
Cash, end of year $ - $1,181,982 
Interest paid $ 346,163 $ 54,587 
Income taxes paid $ - $ 85,109 


NOTES TO FINANCIAL STATEMENTS 


1. Nature of business 
The Corporation's business consists of the exploration for and development of oil and gas properties in Western 
Canada. 

2. Business combination 

(a) Pursuant to a Purchase and Sale Agreement dated March 15, 2002, the Corporation acquired 82.14 
percent of the issued and outstanding common shares of 771129 Alberta Ltd. (771129). This transaction 
has been accounted for using the purchase method with the results of operations of 771129 being included 
in the consolidated statements of income and retained earnings from April 19, 2002, the closing date of the 
transaction. 

Consideration for the purchase consisted of: 
Cash $1,012,000 
302,221 common shares at an ascribed value 72,413 
Acquisition costs 31,788 
$1,116,201 
The purchase price was allocated as follows: 
Working capital deficiency $ (262,821) 
Property, plant and equipment 2,338,048 
Loans payable to officers, directors and shareholders of 771129 (72,000) 
Future removal and site restoration costs (20,537) 
Future income tax liability (623,789) 
Non-controlling interest (242,700) 
$1,116,201 
At the time this transaction occurred, the Corporation and 771129 had common directors, officers and 
shareholders. Given the related party nature of this business combination, this transaction has been 
recorded using the carrying amounts of the assets and liabilities recorded in the accounts of 771129 as at 
April 19, 2002. 

(b) Pursuant to a Share Purchase Agreement dated October 8, 2002, the Corporation acquired the remaining 
17.86 percent of the issued and outstanding common shares of 771129 for cash consideration of $400,000 
from an unrelated third party. This portion acquired was accounted for using the purchase method and 
the transaction closed December 31, 2002 and 100 percent of the operations will be included in income 
effective January 1, 2003. 

(a) The consideration for the purchase was allocated as follows: 
Non-controlling interest $237,712 
Property, plant and equipment 397,116 
Future income taxes (234,828) 
$400,000 
3. Summary of significant accounting policies 


(a) Exploration and development costs 


The Corporation follows the full cost method of accounting whereby all costs related to the exploration 
for and the development of oil and gas reserves are initially capitalized. Costs capitalized include land 


ZAPATA ENERGY CORPORATION, ANNUAL REPORT 2002 


i | 
— a 


(e) 


NOTES TO FINANCIAL STATEMENTS 


acquisition costs, geological and geophysical expenditures, rentals on undeveloped properties, costs 
of drilling productive and non-productive wells, together with overhead and interest directly related to 
exploration and development activities and lease and well equipment. Gains or losses are not recognized 
upon disposition of oil and gas properties unless such a disposition would alter the rate of depletion and 
depreciation by more than 20 percent. 


Costs capitalized are depleted and depreciated using the unit-of-production method based on estimated 
gross proven oil and gas reserves as determined by independent engineers. For purposes of the 
calculation, oil and gas reserves are converted to a common unit of measure on the basis of their relative 
energy content where one barrel of oil or liquids equals six thousand cubic feet of gas. 


The cost of significant unproved properties are excluded from the depletion and depreciation base until it is 
determined whether proved reserves are attributable to the properties, or impairment occurs. 


Estimated future removal and site restoration costs are provided for over the life of the proven reserves on 
a unit of production basis. This would include the cost of production equipment removal and environmental 
cleanup based upon regulations and economic circumstances at year-end. The annual provision for future 
removal and site restoration is included in depletion and depreciation expense. Actual future removal and 
site restoration expenditures are charged to the accumulated provision account as incurred. 


In applying the full cost method, the Corporation performs a ceiling test which restricts the capitalized 
costs less accumulated depletion and depreciation from exceeding an amount equal to the estimated 
undiscounted value of future net revenues from proven oil and gas reserves, based on year-end prices and 
costs, and after deducting estimated future general and administrative expenses, estimated future removal 
and site restoration costs, financing costs and income taxes. 


Depreciation 


Other assets are depreciated using the declining balance method at annual rates of 20 percent to 100 
percent. 


Joint venture accounting 


Substantially all of the Corporation's exploration and production activities are conducted jointly with others, 
and accordingly these financial statements reflect only the Corporation's proportionate interest in these 
activities. 


Income taxes 


Income taxes are accounted for using the liability method of income tax allocation. Under the liability 
method, income tax assets and liabilities are recorded to recognize future income tax inflows and outflows 
arising from the settlement or recovery of assets and liabilities at the carrying values. Income tax assets 
are also recognized for the benefits from tax losses and deductions that cannot be identified with particular 
assets or liabilities, provided those benefits are more likely than not to be realized. Future income tax 
assets and liabilities are determined based on the tax laws and rates that are anticipated to apply in the 
period of realization. 


Flow-through shares 


The Corporation, from time to time, issues flow-through shares to finance a portion of its capital expenditure 
program. Pursuant to the terms of the flow-through share agreements, the tax deductions associated with 
the expenditures are renounced to the subscribers. Accordingly, share capital is reduced and a future tax 
liability is recorded equal to the estimated amount of future income taxes payable by the Corporation as a 
result of the renunciations, when the expenditures are incurred. 


Risk management 
The Corporation enters into forward contracts and swap agreements to hedge its exposure to the risks 


associated with fluctuating oil and gas prices. The purpose of the hedge is to lock in the price, or range of 
prices, for a portion of the Corporation's production. Gains and losses associated with risk management 
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NOTES TO FINANCIAL STATEMENTS 


activities are recorded as adjustments to the oil and gas sales at the time the related production is sold. 


The Corporation identifies all relationships between the hedging instruments and hedged production, as 
well as its risk management objective and strategy for undertaking various risk management transactions. 
The Corporation believes that the risk management activities are effective hedges, both at inception and 
over the term of the contracts. The contracts entered into are not speculative derivative transactions. 


Principles of consolidation 


The financial statements include the accounts of the Corporation and its wholly-owned subsidiary, 771129 
Alberta Ltd. 


Revenue recognition 


Revenue from the sale of oil and gas is recognized based on volumes delivered to customers at contractual 
delivery points and rates. The costs associated with the delivery, including operating and maintenance 
costs, transportation and production-based royalty expenses is recognized in the same period in which the 
related revenue is earned and recorded. 


Stock-based compensation 
The Corporation has a stock-based compensation plan as described in note 7(g). 


Effective January 1, 2002, the Corporation adopted the new recommendations of the Canadian Institute of 
Chartered Accountants (CICA) regarding accounting for stock-based compensation. As permitted by the 
CICA, the Corporation has applied this change prospectively for new awards granted on or after January 1, 
2002 and no restatement for 2001 was required as a result of the adoption of the new recommendations. 


Stock options granted to non-employees are accounted for using the fair value method under which 
compensation expense is recorded based on the estimated fair value of the options at the grant date. 


Stock options granted to employees and directors are accounted for using the intrinsic value method, 
whereby no amount is recorded for stock options that have an exercise price equal to or less than the fair 
value of the stock at the date options are granted. However, the pro forma effect of accounting for stock 
options granted, had the fair value-based method been used, is disclosed in the financial statements. Any 
consideration paid by employees on the exercise of stock options will be credited to share capital. 


Measurement uncertainty 


The amounts recorded for depletion and depreciation of oil and gas properties, the provision for future 
removal and site restoration costs and the ceiling test are based on estimates. These estimates include 
proven reserves, production rates, oil and gas prices, future development costs and other relevant 
assumptions. 


The amounts disclosed relating to the fair value of stock options issued and the resulting pro forma income 
effect (note 7[i]) are based on estimates of the future volatility of the Corporation's share price, expected 
lives of the options, expected dividends and other relevant assumptions. 


By their nature, these estimates are subject to measurement uncertainty, and the effect of changes in such 
estimates on the financial statements of future periods could be significant. 


ZAPATA ENERGY CORPORATION, ANNUAL REPORT 2002 


COMPLETE AND RETURN CARD TO BE ADDED TO ZAPATA’S MAILING LIST 


To receive ongoing updates on Zapata, contact Iradesso Communications by mail, phone, fax or 
e-mail to be added to Zapata’s mailing list (see address on reverse). 


Zapata is a junior public North American resource company with oil and gas production and processing 
facilities and undeveloped petroleum and natural gas rights in Alberta and British Columbia, Canada. 
Financially sound and conservatively managed, the Corporation uses a balance of drilling and 
acquisitions to develop a promising and diversified portfolio of energy assets with reasonable risks and 
the potential for strong, stable cash flow and competitive rates of return. 


Zapata trades on the TSX Venture Exchange under the symbol ZCO. 


aa WM 


Name (please print) : 


Address : 


E-mail address : Postal Code : 


(a) | At December 31, 2002, the Corporation had a revolving demand loan to a maximum of $15,000,000 (2001 
- $7,500,000) of which $11,000,000 (2001 - nil) was drawn. The interest rate of the facility is prime plus 
0.25 percent per annum; and 


(b) At December 31, 2002, the Corporation had a $2,000,000 (2001 - $500,000) non-revolving acquisition 
demand loan at a Canadian chartered bank to assist in financing the acquisition of oil and gas reserves, 
which has not been drawn upon. The interest rate on this facility is prime plus 0.75 percent per annum. 
Monthly repayments must be made over the half-life of the reserves acquired and commence the month 
following drawdown of the facility. 


The facilities are secured by a general assignment of book debts, a $45,000,000 debenture with a floating charge 
over all assets of the Corporation with a negative pledge and undertaking to provide fixed charges on the major 
producing oil and gas properties at the request of the bank. Under the terms of the agreement, the Corporation 
is required to meet certain financial and engineering reporting requirements. 


Effective for the fiscal period commencing January 1, 2002, the Canadian Institute of Chartered Accountants 
amended Canadian Generally Accepted Accounting Principles to require all borrowings, where the lender has the 
right to demand repayment within 12 months (other than in the event of default or breach of covenants) or where 
the lender has the right to refuse to roll-over the borrowing for a further lending period longer than 12 months, to 
be classified as current liabilities. While the nature of the Corporation’s debt has not changed, the accounting 
guidelines require that this loan must be classified as current. The Corporation is not in breach of any covenants 
under the loans. 


6. Income taxes 


(a) Income tax expense differs from that which would be expected from applying the combined effective 
Canadian federal and provincial corporate tax rates of 42.12 percent (2001 - 42.62 percent) to income 
before income taxes as follows: 


a I SS 


2002 2001 
Expected income tax $806,436 $1,318,009 
Increase (decrease) resulting from: 
Non-deductible crown payments net of Alberta Royalty Tax Credits 736,623 427,728 
Resource allowance (483,653) (578,499) 
Reduction in tax rate (41,014) (S239) 
Other (41,551) (8,573) 
$976,841 $1,107,330 
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(i) 


Place 


Postage 
Here 


/ Y ZAPATA 
Energy Corporation 
clo IRADESSO COMMUNICATIONS CORP. 
400, 816 - 7th Avenue SW 
Calgary, Alberta 
Canada T2P 1A1 
e-mail : contact@iradesso.com 
website : www.iradesso.com 


The Corporation has a stock-based compensation plan as described in note 7(g). 


Effective January 1, 2002, the Corporation adopted the new recommendations of the Canadian Institute of 
Chartered Accountants (CICA) regarding accounting for stock-based compensation. As permitted by the 
CICA, the Corporation has applied this change prospectively for new awards granted on or after January 1, 
2002 and no restatement for 2001 was required as a result of the adoption of the new recommendations. 


Stock options granted to non-employees are accounted for using the fair value method under which 
compensation expense is recorded based on the estimated fair value of the options at the grant date. 


Stock options granted to employees and directors are accounted for using the intrinsic value method, 
whereby no amount is recorded for stock options that have an exercise price equal to or less than the fair 
value of the stock at the date options are granted. However, the pro forma effect of accounting for stock 
options granted, had the fair value-based method been used, is disclosed in the financial statements. Any 
consideration paid by employees on the exercise of stock options will be credited to share capital. 


Measurement uncertainty 


The amounts recorded for depletion and depreciation of oil and gas properties, the provision for future 
removal and site restoration costs and the ceiling test are based on estimates. These estimates include 
proven reserves, production rates, oil and gas prices, future development costs and other relevant 
assumptions. 


The amounts disclosed relating to the fair value of stock options issued and the resulting pro forma income 
effect (note 7[i]) are based on estimates of the future volatility of the Corporation's share price, expected 
lives of the options, expected dividends and other relevant assumptions. 


By their nature, these estimates are subject to measurement uncertainty, and the effect of changes in such 
estimates on the financial statements of future periods could be significant. 
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4. Property, plant and equipment 


Accumulated 


Depletion and Net Book Value 


Cost Depreciation 2002 2001 
Oil and gas properties and equipment thereon $34,367,516 $5,103,243 $29,264,273 $15,646,574 
Other 46,678 28,907 17,771 12,945 


$34,414,194 $5,132,150 $29,282,044 $15,659,519 


During the year, the Corporation capitalized $55,000 (2001 - $150,000) of a total of $846,666 (2001 - $516,416) 
in general and administrative expenses. 


Undeveloped properties not subject to depletion amount to $1,848,025 (2001 - $1,335,060). 


Future removal and site restoration costs are estimated in aggregate to be $821,305 (2001 - $384,796) of which 
$48,975 (2001 - $34,340) has been included in depletion and depreciation expense in the current year. 


5. Bank debt 


(a) | AtDecember 31, 2002, the Corporation had a revolving demand loan to a maximum of $15,000,000 (2001 
- $7,500,000) of which $11,000,000 (2001 - nil) was drawn. The interest rate of the facility is prime plus 
0.25 percent per annum; and 


(b) At December 31, 2002, the Corporation had a $2,000,000 (2001 - $500,000) non-revolving acquisition 
demand loan at a Canadian chartered bank to assist in financing the acquisition of oil and gas reserves, 
which has not been drawn upon. The interest rate on this facility is prime plus 0.75 percent per annum. 
Monthly repayments must be made over the half-life of the reserves acquired and commence the month 
following drawdown of the facility. 


The facilities are secured by a general assignment of book debts, a $45,000,000 debenture with a floating charge 
over all assets of the Corporation with a negative pledge and undertaking to provide fixed charges on the major 
producing oil and gas properties at the request of the bank. Under the terms of the agreement, the Corporation 
is required to meet certain financial and engineering reporting requirements. 


Effective for the fiscal period commencing January 1, 2002, the Canadian Institute of Chartered Accountants 
amended Canadian Generally Accepted Accounting Principles to require all borrowings, where the lender has the 
right to demand repayment within 12 months (other than in the event of default or breach of covenants) or where 
the lender has the right to refuse to roll-over the borrowing for a further lending period longer than 12 months, to 
be classified as current liabilities. While the nature of the Corporation’s debt has not changed, the accounting 
guidelines require that this loan must be classified as current. The Corporation is not in breach of any covenants 
under the loans. 


6. Income taxes 


(a) Income tax expense differs from that which would be expected from applying the combined effective 
Canadian federal and provincial corporate tax rates of 42.12 percent (2001 - 42.62 percent) to income 
before income taxes as follows: 


um SS SS ESOS SS 


2002 2001 
Expected income tax $806,436 $1,318,009 
Increase (decrease) resulting from: 
Non-deductible crown payments net of Alberta Royalty Tax Credits 736,623 427,728 
Resource allowance (483,653) (578,499) 
Reduction in tax rate (41,014) (51,335) 
Other (41,551) (8,573) 
$976,841 $1,107,330 
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(b) |The components of the future income tax liability are as follows: 


2002 2001 
Property, plant and equipment $5,904,178 $3,668,276 
Future removal and site restoration (46,959) (46,050) 
Share issuance costs (122,156) (148,785) 
Attributed Canadian Royalty Income carry forward and other (16,180) - 

$5,718,883 $3,473,441 


(c) | The Corporation has tax pools totalling $15,892,022 (2001 - $7,275,090), as follows: 


Rate of 

Claim 2002 2001 
Canadian exploration expense 100% $ - $533,369 
Canadian development expense 30% 415,989 244,379 
Canadian oil and gas property expense 10% 9,661,781 2,851,469 
Undepreciated capital cost 25% 5,387,663 3,296,776 
Undeducted share issuance costs, provincial tax pools and other Various 426,589 349,097 


$15,892,022 $7,275,090 


7. Share capital 


(a) Authorized 
Unlimited number of voting common shares 
Unlimited number of preferred shares, issuable in series 


(b) Issued 
2002 2001 

Number Stated Value Number Stated Value 
Balance, beginning of year 7,274,689 $6,180,462 4,900,011 $1,897,185 
Issued for cash (note 7[c]) - - 440,200 1,760,800 
Flow-through shares issued (note 7[d]) 153,846 500,000 710,678 3,198,051 
Repurchased under normal course issuer bid (note 7[e]) (41,000) (35,727) (37,200) (15,299) 
Issued on exercise of stock options (note 7[g]) 66,000 33,000 33,000 16,500 
Acquisition of 771129 (note 2) 302,221 72,413 - - 
Issued on exercise of convertible debentures - - 1,228,000 614,000 
Tax benefits renounced to flow-through shareholders - (780,295) - (1,068,910) 
TAOORT OO 5,969,853 7,274,689 6,402,327 

Less: Share issuance costs, net of tax benefit of 
$21,422 (2001 - $164,794) 29,437 221,865 
Balance, end of year $5,940,416 $6,180,462 


tv 
Bs 
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Pursuant to an Agency Agreement between the Corporation and its agent, Octagon Capital Corporation 
(the Agent), dated June 15, 2001, the Corporation issued a total of 440,200 Special Warrant Units on July 
13, 2001 at a price of $4.00 per Unit, for total gross proceeds of $1,760,800. Each Unit consists of one 
Common Share and one-half of a Common Share Purchase Warrant (Warrant). Each whole Warrant 
entitled the holder to acquire one Common Share at a price of $4.25 per share before December 15, 2002. 
All Warrants expired unexercised during 2002. 


On November 4, 2001, the Corporation obtained a receipt from the Alberta Securities Commission for the 
final prospectus qualifying for issuance the Common Shares and Warrants. 


The Corporation paid commissions of $104,448 and granted the Agent an option to purchase 26,112 
Agents options, consisting of one common share and one half of one purchase warrant, at a price of $4.00 
per share until January 13, 2003. Each purchase warrant allows the Agent to purchase one common share 
at $4.50 per share until January 13, 2003. These options expired unexercised subsequent to year end. 


During the year ended December 31, 2002, the Corporation issued a total of 153,846 common shares for 
cash proceeds of $500,000. As at December 31, 2002, the full $500,000 was renounced to subscribers of 
the shares using the “look-back” provisions for which the Corporation will have to incur eligible expenditures 
in 2003. 


During the year ended December 31, 2001, the Corporation issued a total of 710,678 common shares as 
flow-through shares for cash proceeds of $3,198,051. As at December 31, 2001, the full $3,198,051 was 
renounced to subscribers of the shares with $1,345,500 of expenditures being incurred in 2001. During 
2002, the Corporation incurred $1,852,551 in eligible expenditures to satisfy the remaining obligation. 


Effective July 3, 2001, the Corporation commenced a normal course issuer bid under which it could 
repurchase up to 246,650 of its common shares until July 2, 2002. During 2002, the Corporation 
repurchased 41,000 (2001 - 37,200) common shares at an average price of $3.19 (2001 - $3.87). All 
shares repurchased in 2002 and 2001 were cancelled and the excess of the purchase price over the 
average stated value of the shares has been charged to retained earnings. 


Purchase warrants and Agents options 


Weighted 
Number of Average Expiry Date 
Options : : 
Exercise Price 
Agents options issued on public offering 26,112 $4.00 January, 2003 
(note 7[c]) 
Purchase warrants attached to Agents 13,056 $4.50 January, 2003 
options (note 7[c]) 
Agents options issued on flow-through share 31,334 $4.50 February to March 2003 
offering (note 7[d]) EAE A ee as 
70,502 


During the year ended December 31, 2002, no purchase warrants or Agents options were exercised. 
Subsequent to year-end, all 70,502 options and warrants expired unexercised. 


The Corporation has established a Stock Option Plan for the benefit of the directors, officers, employees 
and consultants of the Corporation. The aggregate number of shares to be issued upon the exercise of 
all options granted under the plan shall not exceed 10 percent of the issued shares of the Corporation at 
the time of granting the options. The maximum number of common shares optioned to any one optionee 
shall not exceed five percent of the outstanding common shares of the Corporation at the time of granting. 
Options granted under the plan have a five-year term and have vesting periods as determined by the 
Corporation’s directors at the date of grant. The exercise price of each option equals the market price of 
the Corporation’s shares at the date of grant. 


A summary of the status of the Corporation's Stock Option Plan as of December 31, 2002 and 2001, and 
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changes during the years then ended is as follows: 


2002 2001 
Weighted 
Average Weighted 
Number of Exercise Number of Average 
Options Price Options Exercise Price 
Outstanding, beginning of year 294,000 $0.56 327,000 $0.55 
Granted 210,500 $2.23 - - 
Exercised (66,000) $0.50 (33,000) $0.50 
Options outstanding at end of year 438,500 $1.37 294,000 $0.56 
Options exercisable at end of year 338,166 $1.14 294,000 $0.56 
Options Outstanding Options Exercisable 
Weighted 
Average Weighted Weighted 
Range of Exercise Price Number of Remaining Average Number of Average 
g Options Life Exercise Options Exercise 
(Years) Price Price 
$0.50 198,000 2.00 $0.50 198,000 $0.50 
$1.05 30,000 2.00 $1.05 30,000 $1.05 
$2.05 to $2.50 210,500 4.60 $2.23 110,166 $2.33 
438,500 $1.37 338,166 $1.14 
Subsequent to year-end, 30,000 options were granted and are exercisable at $2.70 per share until 
February 19, 2008. 
(h) Income per share 
Diluted income per share is calculated using the Treasury Stock Method, whereby it is assumed that 
proceeds on the exercise of stock options and warrants are used by the Corporation to repurchase 
Corporation shares at the average market price during the year of $2.61 (2001 - $2.85). 
A reconciliation of the denominators for the per share calculations using the treasury stock method is 
outlined as follows: 
2002 2001 
Basic weighted average shares 7,503,515 5,467,156 
Effect of dilutive stock options 202,225 236,632 
Diluted weighted average shares 7,705,740 5,703,788 


im) 
an 


There is no change to the numerator in the calculation of diluted income per share for either of the years. 


At December 31, 2002, there are 70,562 (2001 - 290,602) Agents options and purchase warrants 
outstanding with a weighted average exercise price of $4.31 (2001 - $4.25) which have not been included 
in the calculation of diluted income per share as the effect would be anti-dilutive. 
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Stock-based compensation expense 


On May 21, 2002, the Corporation issued stock options to directors of the Corporation to purchase 
60,000 common shares at a price of $2.50 per share. The stock options have a five-year term and vested 
immediately. On a pro forma basis, had compensation expense for the stock options been determined 
based on the fair value method, the Corporation’s net income and net income per share for the year ended 
December 31, 2002 would have been as follows: 


Net income As reported $942,763 
Pro forma $861,163 
Basic Diluted 
Net income per share As reported $ 0:13 $ 0.12 
Pro forma $ Ona $ Ors 


The fair value of the stock options at the date of grant was estimated to be $81,600, using the Black- 
Scholes model with the assumptions being a risk free rate of 4.5 percent, an expected option life of five 
years, a volatility of 45 percent and a zero dividend yield. 


The Corporation also issued stock options to acquire 150,500 common shares with exercise prices ranging 
from $2.05 to $2.15 per share to external consultants. The stock options have a five-year term and one- 
third vest immediately, and one-third vest on the first and second anniversaries of the date of grant. The 
fair value of the issued stock options was estimated to be $156,530, of which $78,265 was recorded 
as compensation expense during the year ended December 31, 2002 with an equal amount credited to 
contributed surplus. The fair value was determined using the Black-Scholes model with a risk free rate of 
4.5 percent, an expected option life of five years, a volatility of 48 percent and a zero dividend yield. 


8. General and administrative 


Included in general and administrative expenses are overhead recoveries of $111,124 (2001 - $125,224). 


9. Risk management 


(a) 


The Corporation enters into gas sales contracts, in the form of forward financial transactions, providing the 
Corporation with a fixed price on gas sales. Net oil and gas sales for the year ended December 31, 2002 
include gains of $23,315 (2001 - $370,180). The fair market value of the agreements at December 31, 
2002 is equal to the unrecognized gains. 


The following hedge transactions are outstanding at December 31, 2002: 


x a EE 


: Notional Floor : ; 
Commodity Volume Prine Term Unrecognized Gain 
Natural gas 1,500 GJ/day $4.50 November 1, 2002 to April 1, 2003 $3,540 
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(b) | The Corporation has entered into forward financial contracts for oil and gas sales subsequent to year end. 
These forward contracts provide the Corporation with either a fixed price, or a minimum floor price and a 
maximum ceiling price, as follows: 


Commodity Notional Fixed Floor Ceiling Torme 
Volume Price Price Price 
Natural gas 1,000 GJ/day $ - $ 4.45 SaiZO5 January 1, 2003 - April 1, 2003 
Natural gas 3,000 GJ/day $ - $ 5.00 $ 8.00 April 1, 2003 - November 1, 2003 
Natural gas 1,000 GJ/day $ - $ 5.00 - $10.00 April 1, 2003 - November 1, 2003 
Natural gas 500 GJ/day $ 6.70 $ - $ - April 1, 2003 - November 1, 2003 
Natural gas 500 GJ/day $ 8.00 $ - $ - April 1, 2003 - November 1, 2003 
Oil** 3,000 BBL/month $ - US$ 5.00 US$32.00 July 1, 2003 - January 1, 2004 


** 


If WTI is less than US $21, then the Corporation receives maximum premium of US $4 per bbl on the hedged volume. 


(c) | The Corporation has also entered into oil and gas forward physical contracts subsequent to year end. 
The contracts have firm physical delivery obligations and are, therefore, considered forward commitment 
contracts, and not financial instruments for accounting purposes. 


Physical Fixed Floor Ceiling 
Commodity Volume Price Price Price Terms 
Natural gas 1,000 GJ/day $ 5.78 $ - $ - January 1, 2003 - April 1, 2003 
Oil 9,000 bbl/mth $ -  US$24.00 US$29.83 January 1, 2003 - July 1, 2003 


10. Financial instruments 
(a) Fair values 


The fair values of accounts receivable, accounts payable and accrued liabilities approximate their carrying 
value due to the short-term maturity of these financial instruments. 


The fair value of bank debt approximates its carrying value as it bears interest at a variable rate. The fair 
value of loans payable is not practical to determine due to the related party nature of the amount. 


(b) Credit risk 


Substantially all of the Corporation’s accounts receivable are related to companies involved in the oil 
and gas industry in Canada and are, therefore, subject to the same economic risks as the industry as a 
whole. 


The Corporation’s maximum credit risk exposure is limited to the carrying value of its accounts receivable 
of $3,215,249 (2001 - $2,156,390). Credit risk is managed by the Corporation through diversification of 
marketing counterparties and credit monitoring procedures. 


11. Related party transactions 


(a) | Management and consulting fees of $300,000 (2001 - $300,000) were paid to companies controlled by 
officers and directors of the Corporation of which $55,000 was included in capital assets and $245,000 is 
included in general and administrative expenses. 


(b) Included in accounts payable is $72,000 due to officers of the Corporation. The amounts are non-interest 
bearing, unsecured, and are due on demand. 


These transactions are measured at the exchange amount, which is the amount of consideration established, 
agreed to and paid by the related parties. 
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Zapata Energy Corporation 2002 annual report designed by Iradesso Communications Corp: 


(000s except share values and where indicated otherwise) 


Year ended December 31 
Financial 
Gross revenue 
Cash flow from operations 
Per share - basic 
Net Income 
Per share - basic 
Netback per BOE ($/BOE) 
Capital expenditures 
Total Assets 
Bank debt 
Shareholders’ equity 
Common shares outstanding 
Weighted average - basic 
Share trading price (closing) 
Year-end market capitalization 


FOUR YEAR HISTORICAL SUMMARY 


Net asset value per diluted share (at 10% discount) 


Return on average equity (%) 
Operations 
Production 
Natural gas (mcf/d) 
Oil (bbls/d) 
NGL (bbls/d) 
BOE (boepd 6:1) 


2002 


10,682 
4,044 
0.54 
943 
0.13 
13.57 
13,180 
32,647 
11,000 
10,586 


(,903;515 
2.58 
19,359 
7.49 

9% 


4,753 
204 
100 

1,096 


Dec. 31, 2002 


Mar. 1, 2002 


2001 


7,886 6,568 
4,801 3,723 
0.88 0.90 
1,985 1,758 
0.36 0.42 
23.60 23.09 


O24 9,739 
10,576 
- 600 
9,901 3,761 


I ASIA 


5,467,156 4,150,285 
3.50 1.50 
19,135 6,225 
3.93 3.84 

20% 47% 


3,037 2,838 
29 19 

Sif 43 
592 530 


Mar. 1, 2001 


Reserves 
Natural Gas (mmcf) 
Proved 
Probable 
Established 
Oil (mbbls) 
Proved 
Probable 
Established 
NGL (mbbls) 
Proved 
Probable 
Established 


Oil Equivalent - Established (mboe 6:1) 
Oil Equivalent - Proved plus probable 


Drilling Activity (net wells) 


Undeveloped Land holdings (net hectares) 
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1,811 
369 
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371 
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11,900 
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46.7 
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300 
Wes 
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3,040 
SHO 


1 
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e-mail : invest@zapata.ca 


WEBSITE 
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from zero to 1,600 boepd 
in less than four years... 


Zapata. Spanish for shoe, English for growth. 

Growth in production. Growth in reserves. Growth in revenues. Growth in net asset value. Zapata Energy 
Corporation delivered solid performance in 2002. The optimization of production on existing properties and an 
aggressive drilling program are expected to drive similar growth in 2003. 


For more information, please contact : 


Zapata Energy Corporation 

Suite 600, 435 - 4th Avenue SW 
Calgary, Alberta, Canada T2P 3A8 
T 403.261.7355 / F 403.294.7877 
e-mail : invest@zapata.ca 

web : www.zapata.ca 
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